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INDIA - KEY ECONOMIC INDICATORS 


All values in U.S.$ million wless Exchange rate: U.S.$1.00=Rs.8.00. 
otherwise indicated. Indian fiscal 
year is April 1 to March 31. 
Estimated 
1978-79 1979-80 1980-81 
_— ke ae ee 


INCOME, PRODUCTION, EMPLOYMENT 

GNP at Current Prices ($ billion) 134.89 165.24 

GNP at Constant (1970-71) Prices ($ billion) 66.03 71.30 

Per Capita GNP, Current Prices ($) 206.25 248.50 

Industrial Production Index (1970=100) 148.1 152.5 

Agricultural Production Index 116.5 135.10 
(1967/68-69/70=100) 

Labor Force (million) 275 281 

Number of Persons Registered at 14.7 16 
Employment Exchanges (million) 


MONEY AND PRICES a/ 

Money Supply with Public 49,863 58,530 67,980 

Prime Lending Rate (State Bank of 13 13-16.5 16.5 
India) (percent) 

Wholesale Price Index (1970-71=100) 185.8 217.6 256.5 

Consumer Price Index (1960=100) 331 360 400 


BALANCE OF PAYMENTS AND TRADE 
SDRs, and Foreign Exchange Reserves, gross 6,980 7,204 6,760 
External Debt 12,749 13,416 15,090 
Annual Debt i 1,040 1,066 1,083 
Overall Balance— 1,630 224 -1,416 
Balance of Trade -1,360 -3,080 -6 ,000 
Indian Exports, FOB 7,450 8,057 9,000 
U.S. Share 980 1,038 1,098 
Indian Imports, CIF 8,518 21,137 15,000 
U.S. Share— 948 1,167 1,689 


Major imports from U.S. (1979): machinery and transport equipment, 373; chemicals, 
282; oils and fats, 167. Major exports to U.S. (1979): precious and semi-precious 
stones and pearls, 195; textile articles, 177; wearing apparel and accessories, 
160; coffee and tea 80. 


a/ Includes time deposits. 
b/ Current and Capital Accounts Balance. 
c/ Calendar year figures (1978, 1979, 1980). 


Sources: Government of India (GOI) Central Statistical Organization, Reserve 
Bank of India Bulletin, GOI Economic Survey, U.S. Department of 
Commerce, World Bank. 





SUMMARY 


India's GNP grew by about 8 percent during 1980-81 (at 1970-71 
prices) owing chiefly to a 16 percent increase in agricultural 
production. Industrial production which declined 1.4 percent in 
1979-80 rose only 3 percent with power and transport constraints 
continuing to depress output. Shortages of cement, steel, alu- 
minum, and many agro-based products including sugar and edible 
oils persisted through the year exerting upward pressure on prices 
which rose by 18 percent in 1980-81. Sharp increases in imported 
crude oil prices generated significant cost-push forces particu- 
larly in the transport, fertilizer, and chemical industries. Con- 
tinued rapid growth in the money supply added to the inflationary 
trend. 


The GOI's fiscal position deteriorated further with the deficit 
rising to $2.47 billion in 1980-81 from $1.81 billion initially 
budgeted in February 1980. The 1981-82 budget projects a $1.92 
billion deficit; a substantially larger deficit is expected by year- 
end. The states' fiscal position also continues to deteriorate. Al- 
though 1981-82 plan outlay is up 20 percent to $21.85 billion, the 
increase is negligible when adjusted for inflation. The 1981-82 
plan assigns highest priority to increasing energy production which 
is the most serious constraint on industrial growth. The Sixth Five- 
Year Plan (1980-85) provides for a total expenditure of $215.26 
billion of which public sector spending accounts for 56.6 percent. 
The Plan is financed largely from domestic sources with net external 
assistance estimated at 5.3 percent. This would require a gross in- 
flow of about $15 billion or 25 percent higher than the anticipated 
net aid of $11.3 billion. The Plan sets an annual growth target of 
5.2 percent and emphasizes poverty reduction and employment genera- 
tion. 


India's 1980-81 trade deficit almost doubled to $6 billion largely 
due to imported crude oil price increases. Petroleum accounted for 
almost 47 percent of the import bill compared to 35 percent in 1979- 
80. After a period of relative price stability and growing interna- 
tional reserves, India faces the 1980's with reemerging chronic in- 
flation and balance of payments problems. Although foreign exchange 
reserves ($6,760 million at end March 1981, excluding gold, equiva- 
lent to over 5 month's imports) are considered comfortable for 
the moment, they are likely to erode further as imports increase. 
The U.S. trade surplus with India increased to $592 million in 1980 
from a near balance in 1978 with total trade volume amounting to 
$2.79 billion. With India's growing requirements for fertilizer, 
edible oils, steel products, and machinery and equipment for moderni- 
zation of industries, U.S. exports to India are expected to maintain 
a steady upward trend. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


AGRICULTURE: Indian agriculture made a strong recovery in 1980-81 
from the effects of one of the century's worst monsoon failures 

the previous year. Largely due to good weather conditions in most 
parts of the country, agricultural production growth is estimated 

to increase 16 percent (compared to a decline of 15.5 percent in 
1979-80) contributing to an approximate 8 percent increase in GNP. 
(The 1980-81 GOI Economic Survey estimates an overall growth rate 

of 6.5 percent.) India's foodgrain production in 1980-81 is expec- 
ted to be about 129 million metric tons (MT) compared to a record 
131.9 million MT in 1978-79. Major crop production estimates for 
1980-81 are: rice, 54 million MT, marginally higher than the previ- 
ous record output; wheat, between 33 and 34.5 million MT, compared 
to 31.6 million MT in 1979-80; pulses, 12 million MT, compared to the 
previous record of 13.0 million MT in 1975-76; oilseeds, 10.24 
million MT, about 16 percent higher than 1979-80 level; sugarcane, 
152 million MT, up 18.8 percent over the previous year. Production 
of cotton, a principal commercial crop, rose by about 3.0 percent 

to 7.85 million bales (170 kg.). Jute and mesta production amounted 
to 8.0 million bales (180 kg.), down 0.3 million bales from the 1978- 
79 record levels. Principal 1981-82 production targets are: food- 
grains, 138.5 million MT; oilseeds, 11.2 million MT; sugarcane 180 
million MT; cotton 8.4 million bales; and jute and mesta, 8.4 million 
bales. 


Short-term GOI agricultural policy emphasizes reasonable procurement/ 
support prices, expansion of the public food distribution through 
"fair price shops" and reduction in subsidies on inputs. The Sixth 
Plan (1980-85) calls for steady growth in foodgrain production, 
particularly pulses, as well as stepped up oilseeds output to reduce 
or eliminate edible oil imports. The Plan also calls for production 
increases in export-oriented crops such as tea, coffee, tobacco, 
cashews, sugarcane, cotton, and jute. The Plan outlines a three part 
strategy to improve the economic position of small and marginal far- 
mers: (1) increased productivity and income through better land and 
water management, (2) improved storage and marketing, and (3) intro- 
duction of subsidiary occupations to diversify economic opportunity. 
The Plan anticipates an agricultural growth rate of about 4 percent 
annually during 1980-85 which is markedly higher than the 2.7 per- 
cent achieved between 1950-51 and 1978-79. Plan crop production tar- 
gets for 1984-85 are: foodgrains, 154 million MT; oilseeds, 13 
million MT, sugarcane, 215 million MT; cotton 9.20 million bales; 
jute and mesta, 9.08 million bales. Since crop production targets 
are based on the trend level of output in 1979-80, and these were 
much higher than actual production, these terminal year targets, 
especially those of foodgrains and oilseeds, appear unduly optimistic. 


Central Government foodgrain stocks totaled 11.40 million MT (4.5 
million MT of wheat plus 6.81 million MT of rice) on February 1, 1981, 
down from 16.6 million MT the previous year and considerably lower 
than the record stocks of 21.44 million MT in June 1979. Reflecting 
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its concern over the decline, the GOI has partially substituted the 
foodgrains supply to states with cash assistance for supporting the 
National Rural Employment Program (formerly known as Food for Work). 
With 1981-82 wheat procurement estimated at between 6-7 million MT, 
foodgrain stocks net of drawdown for the public distribution system 
are estimated to reach about 12 million MT by end July 1981, which 
will include 8 million MT wheat and 4 million MT rice. The Plan 
calls for a minimum 15 million MT grain reserve enhanced by reduced 
losses in storage and threshing yards. 


INDUSTRY: Industrial production continued to grow modestly after 
July 1980 following some improvement in coal and power supplies and 
in transportation. This increased the industrial growth index for 
April-December 1980 (1970=100) by 2 percent compared with a 1.4 per- 
cent decline in 1979-80. With this increased power output, indus- 
trial growth in 1980-81 is estimated at about 3 percent, somewhat 
less than the 4.9 percent annual rate achieved from 1970-71 to 1979- 
80, but substantially lower than the annual 8 percent target set in 
the Sixth Plan. Major industries registering production declines 
during 1980-81 included most basic commodities such as zinc (minus 
13.5 percent); nitrogenous fertilizers (minus 4.3 percent); and steel 
ingot (minus 10.2 percent). (After a 5-year period of stagnation) 

at around 100 million MT, coal production rose to about 114 million 
MT which in turn stimulated thermal power output. Other industries 
which registered improved performance were: electronics, automobile 
ancillaries, light motor vehicles, machine tools, tractors, paper 
and paperboard, cotton textiles and railway freight cars. Most in- 
dustries, however, continue to be afflicted by labor problems, power 
shortages, and transportation constraints, as well as difficulties 
associated with obsolete plants and equipment. 


Worker days lost as the result of strikes and lockouts declined from 
about 44 million in 1979 to 13 million in 1980. However, labor un- 
rest--go-slows, work-to-rule and similar actions--continued to be a 
major drag on industrial production, particularly affecting key sec- 
tors such as railways, coal, power, petroleum, and the banks. With 
no relief from inflation in sight during 1981, worker demands for 
higher wages will continue, probably further straining labor/manage- 
ment relations and impairing industrial growth. 


Although power generation increased about 6 percent in 1980-81 as 
against a 2 percent increase the previous year, serious power shor- 
tages continued in several states. The overall national supply/de- 
mand gap rose from 12 percent in 1979-80 to about 14 percent in 1980- 
81. Rajasthan and Tamil Nadu face the most serious shortages while 
marginal power cuts also continued in Maharashtra, Gujarat, Karnataka, 
Madhya Pradesh, Haryana, and Punjab. Although recent improvement in 
generation by the Damodar Valley Corporation (DVC) has to some extent 
eased the power problems of West Bengal and Bihar, these states con- 
tinue to labor under chronic shortages. However, DVC's continued 
good performance will be a key factor in improving performance of 

the coal and steel sectors in Bengal and Bihar areas. Thermal power 
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capacity utilization which declined from 56 percent in 1976-77 to 
44.7 percent in 1979-80 has reportedly improved to 48 percent in 
1980-81. The GOI is preparing a 15-year plan to invest $90 billion 
with a view to increasing generating capacity from the present 

30,000 MW to 100,000MW by 1995. India is expected to continue to 
seek and obtain bilateral and World Bank concessional loans for power 
and other industrial projects which will in turn offer good prospects 
for U.S. exports of equipment and technology. 


The performance of Central Government public sector corporations 
continues to deteriorate with losses almost doubling to $93 million 
in 1979-80 as against $50 million the previous year. Profitability 
is expected to improve in 1981-82 following the pre-budget hike in 
the administered prices of steel, coal, aluminum, and petroleum pro- 
ducts. The dismal performance of Indian railways also seriously de- 
pressed industrial output. Freight car shortages and labor problems, 
particularly in eastern India, are the major problems. Railway per- 
formance has, however, improved marginally in recent months, espe- 
cially along the important northern Calcutta-Ahmedabad segments, 
with traffic reaching about 195 million MT, up 2 million MT over 
1979-80, but 9 percent short of the 1980-81 target. Given these 
continuing constraints, the proposed 8 percent annual industrial 
growth target set by the Sixth Five-Year Plan seems very optimistic, 
both for this fiscal year and the duration of the Plan. Industrial 
recovery will depend heavily on relieving shortages and infrastruc- 
tural constraints. 


FISCAL AND MONETARY TRENDS: Owing largely to increases in interna- 
tional prices of crude oil and shortages of basic commodities, 


double digit inflation continued for the second consecutive year. 
Wholesale prices rose 18 percent compared to 17.2 percent in 1979- 
80. Commodities leading the inflationary trend included petroleum 
products, pulses, sugar, edible oils, and fertilizers. With the 
recent increase in administered prices of steel, coal, drugs, higher 
railway freight rates, and the increased issue price of foodgrains, 
upward pressure on prices is expected to continue during 1981-82. 
Closely following the rising wholesale price trend, the consumer 
price index (1960=100) rose by 11.4 percent during CY 1980 compared 
to 6.4 percent the previous year. Demands for higher cost of 
living allowances continued during the past year as the result of 
this trend. The 1981-82 GOI budget provides $250 million towards 
cost of living allowances for GOI employees. Fixed income groups, 
casual laborers, and farm workers are likely to be the chief vic- 
tims of inflation. 


The fiscal positions of the central and state governments continued 
to deteriorate. The revised budget deficit in 1980-81 increased 

to $2.47 billion from $1.81 billion originally estimated in Febru- 
ary 1980 due chiefly to higher expenditures on defense, relief and 
welfare, and subsidies. The 1981-82 GOI budget projects a $1.92 
billion deficit, but this is likely to be substantially exceeded. 
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Although the excise tax rate structure is essentially unchanged, 
the 1981-82 budget raised rates of auxiliary duties by 5 percent- 
age points ad valorem on all import categories with only a few 
exceptions for essential items. The budget establishes higher 
interest rates on deposits and loans to secure larger savings and 
reduce commercial bank loans. It also offers tax concessions to 
individual income tax payers in the form of higher tax exemptions, 
reductions in the surcharge on corporate tax from 7.5 percent to 
2.5 percent and 5-year tax holidays for units set up in free 
trade zones. The budget does not, however, provide meaningful 
fiscal incentives to stimulate industrial output, according to 
most observers in financial circles. 


The GOI initiated a special bearer bond scheme to check the grow- 
ing role of "black" or unaccounted money in the economy. Sub- 
scriptions were opened in February and suspended on April 30. Ac- 
tual sales of about $470 million fell significantly short of the 
$1,250 million target. Black money in circulation--currency, 
commodity inventories, bullion, and other tangibles--is roughly 
estimated at over $35 billion or about 20 percent of Indian GNP. 

It is likely that black money will continue to be a problem as long 
as shortages of essential commodities and rigid price and distribu- 
tion controls continue. 


Growth in overall monetary resources decelerated from 17.4 percent 
in 1979-80 to 16.2 percent in 1980-81 due to restrictive credit 
policies. However, this rate of expansion is probably excessive 
in view of the already high level of liquidity in the economy. 


Over the same period, gross commercial bank credit growth declined 
from 21.1 percent to 16.5 percent. The growth of commercial bank 
deposits remained unchanged at 17.7 percent. The Reserve Bank of 
India (RBI) has introduced restrictive credit policies to curb 
speculative hoarding of scarce commodities. 


PLANNING: Annual plan expenditures for 1981-82, the second year of 
the Sixth Five-Year Plan, is set at $21.85 billion. Although this 
figure is 20 percent higher than the previous year, it represents 
only a nominal rise if adjusted for 18 percent inflation during 
1980-81. The Plan accords high priority to the development of 
petroleum resources, coal, and power. It also emphasizes strength- 
ening infrastructure, particularly the transport sector. Spending 
in the agricultural sector is also increased with emphasis on pro- 
grams to help disadvantaged sections of rural society. 


The Sixth Plan was approved in February 1981 and calls for total 
expenditure of $215.26 billion (at 1979-80 prices) over the 1980- 

85 period. Public sector spending accounts for 56.56 percent of 
this with the remainder in the private sector. The Plan sets a 

5.2 percent annual growth target for gross domestic product. Major 
stated Plan objectives are: (1) a significant increase in the 
economic growth rate, (2) progressive reduction of poverty, unemploy- 
ment, and regional inequalities in the pace of development, (3) 
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speedy development of domestic energy resources complemented by 
improved conservation and efficiency in energy use, and (4) con- 
trol of population growth. Recognizing the scarcity of resources, 
a major portion of investment set down in the Plan is for ongoing 
projects. Outlay on new projects during the Plan period will be 
modest. 


Almost 94 percent of total expenditures is expected to be financed 
from domestic resources. Net external assistance is estimated at 
5.3 percent; however, it represents 10.2 percent of public sector 
outlays of $121.88 billion. This would require a gross inflow of 
about $15 billion, or 25 percent higher than net aid. Nearly 

$70 billion to finance public sector projects is to be raised by 
market borrowing and balances from current revenues. The remaining 
$52 billion is to come from public sector enterprises, additional 
resource mobilization, external assistance, and drawdown of foreign 
exchange reserves. There is considerable skepticism about the 
GOI's ability to raise additional resources through new taxes. The 
Plan itself admits that the scope for raising additional revenues 
through changes in tax rates is limited because of the already 

high tax ratio of 20 percent to national income. The estimated 
$6.25 billion deficit in the Plan is likely to be exceeded substan- 
tially by 1984-85. 


BALANCE OF PAYMENTS: The 1980-81 preliminary trade estimates for 
the first II months (April-February) indicate that Indian exports 
and imports were $7.39 billion and $13.26 billion, respectively. 
This produces a record trade deficit of $5.87 billion as against 
$3.08 billion for all of 1979-80. Extrapolating from these figures, 


1980-81 exports are estimated at about $9 billion and eek. at 


over $15 billion, giving a record trade deficit of over $6 billion. 
India's petroleum import bill reached a record $7 billion in 1980- 
81, almost 47 percent of total imports and roughly 80 percent of 
export earnings. Much of the increase in petroleum imports was the 
result of interruption of domestic crude supplies from Assam for 
most of the fiscal year as well as spot purchases of petroleum pro- 
ducts necessitated by the cut-off of supplies to India during the 
Iraq-Iran hostilities. Fertilizer and edible oil imports were 

the other two major contributors to rising import costs. Renewed 
emphasis on export promotion and import substitution together with 
resumption of crude oil flows from Assam are expected to reduce the 
1981-82 trade deficit to around $5 billion. 


Invisible receipts, mostly remittances from Indian residents abroad, 
continued to show buoyancy despite earlier fears that they had 
peaked. Gross receipts in calendar year 1980 increased to $5.58 
billion from $2.77 billion in calendar year 1978, well above the 
$3.47 billion registered in 1979. India's foreign exchange re- 
serves (excluding gold) declined in 1980-81 for the first time in 
recent years by $444 million to $6,760 million as of end March 1981. 
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Excluding an IMF loan of $972 million in August 1980, the total 
decline amounted to $1,416 million in 1980-81. Reserves, how- 
ever, remain at a comfortable level equivalent to over 5 months 
imports. Given its excellent international credit rating, the 
GOI is planning to seek further commercial loans as well as IMF 
and Asian Development Bank credits to finance major development 
projects during the Sixth Plan period. 


IMPLICATIONS FOR THE UNITED STATES 


TRADE: U.S. exports to India rose from $948 million in 1978 to 
$1,689 million in 1980 and U.S. imports from India during the 
same period rose only by 12 percent to $1,098 million. The al- 
most balanced trade between the two countries in 1978 has moved 
in 1980 into a surplus of $592 million favoring the United States. 
Total trade volume has risen from $1,927 million in 1978 to 
$2,787 million in 1980. Based on 1979-80 Indian trade data, 

the U.S. was India's major trading partner accounting for about 
13 percent of Indian exports and 10 percent of Indian imports. 
The U.S. export mix remains unchanged with fertilizers, edible 
oils, and sophisticated machinery accounting for the major share. 


U.S. exporters should intensify their sales promotion program in 
view of the selective liberal import policy announced on April 

3, 1981. Some of the new products now permitted on an open general 
license which might interest U.S. exporters include: high carbon 
(0.6 percent and above) steel wire rods in coils and locked coil 
wire rope, acrylic fiber, polyester filament yarn (partially 
oriented), electronics industry production and test equipment, 
textile machinery, sound transfer equipment, etc. In addition, 
opportunities exist for the export of edible oilsand iron and 
steel products because of the continuing shortages. Steel product 
imports for 1981-82 are projected at around 1 million MT. 


During the past few months, U.S. firms have been successful in ob- 
taining sizable orders from official and private Indian end-users 
for a broad range of U.S.-made equipment and industrial machinery. 
The most notable were firm orders from Oil India Limited and the 
Oil and Natural Gas Commission totaling over $23 million for 

a wide range of oil exploration, drilling, and seismographic sur- 
vey equipment; for earth moving equipment from the National Mineral 
Development Corporation totaling some $57 million; and for special 
purpose textiles processing equipment for some private textile 
mills in western India valued at nearly 21 million. In addi- 

tion, U.S. sources have contracted to supply 200,000 MT of metal- 
lurgical coal valued at $12 million during 1980. In view of India's 
continuing import requirement of metallurgical grade coal estimated 
at about 2-3 million MT annually, prospects for U.S. exports appear 
promising. These sales successes were in addition to continuing 
orders obtained by U.S. companies for such traditional exports as 
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fertilizers, edible oils, and other bulk commodities. It is also 
reported that American suppliers continue to be leading conten- 
ders for new businesses connected with supply of commercial air- 
craft to Indian Airlines and Air India, which respectively are 
India's domestic and overseas flag carriers. In addition, U.S. 
manufacturers of computer systems and equipment process control 
instruments and specialized machine tools have also made additional 
sales to Indian users. 


INVESTMENT: U.S. direct investment in India remained unchanged at 
about $351 million at the end of 1979. In 1975 such investment 
stood at its highest level: $367 million. 


For years, India has presented a difficult challenge to foreign 
business--returns on investment have been comparatively low, most 
foreign-owned corporations have been forced to dilute their share- 
holdings to 40 percent or less, multinationals have been reviled by 
successive governments, and the business climate has been, generally, 
negative. In recent years this has resulted-in an outflow of funds 
as investors have wearied of changing rules and the morass of bureau- 
cratic procedures. Multinationals still operate 125 subsidiaries in 
the country; this is a significant number, but well below the 161 
operating in India 5 years ago. Lately, though, a more pragmatic 
stance has been discernible in the GOI attitude toward foreign in- 
vestment as evidenced by some recent official actions. Among these 
are: 


Foreign petroleum companies have been invited to participate in 
0il exploration and development in India. About 18 foreign 


companies, including U.S. firms, have shown initial interest. 


The government is reviewing new possibilities for foreign techno- 
logy in its consumer goods industry, once considered adequately 
served by local technology. Already, foreign participation in 
some cases is being allowed because existing technology has been 
deemed inadequate. One example is the current negotiation with 
foreign companies for joint ventures to manufacture razor blades, 
for both domestic and foreign markets. Also, some 13 Indian 
companies, including a majority foreign-owned Indian subsidiary 
of a U.K.-based multinational, have been granted licenses to pro- 
duce synthetic detergents. 


Limits on plant expansions have been liberalized. Automatic 
approval is now granted for expansion of up to 25 percent of 
capacity over a 5-year period for 19 core industries as well 
as others with export potential. 


Incentives previously applicable to operations only in the export- 
processing zones are now available to 100 percent export-oriented 
undertakings outside the zones. 





cts 


In a major policy departure the RBI has allowed additional for- 
eign banks to set up banking operations, and four have done so. 
Three more have opened representative offices, and another 25 
are reportedly waiting in the wings. 


India has also liberalized investment terms for the oil exporting 
developing countries, eliminating the requirement that equity 
investment be accompanied by significant technology transfer. 


The total number of collaborations approved in 1980 by the GOI 
reached a record 526 compared to 280 in the previous year. The United 
States was in first place with 126. The United States continues to 
maintain its lead based on January-March 1981 data. The GOI has 

also streamlined the procedures for approving foreign collaborations. 


Major projects offering potential for U.S. technical collaborations 
include: coal mining, onshore and offshore oil exploration, petro- 
leum refining and petrochemicals, thermal and hydro power stations, 
coal gasification, fertilizer plants, steel, pellet plants and cement 
machinery. A U.S. company has already made a breakthrough into the 
Indian fertilizer scene by supplying its fuel oil gasification techno- 
logy for the Gujarat Narmada Valley Fertilizer plant in Gujarat. Six 
additional fertilizer plants based on offshore natural gas are to be 
established offering export possibilities in terms of technology, 
equipment, and for the establishment of downstream industries. 


Business circles do not foresee financing (domestic or foreign) as 

a constraint if the project is commercially viable. Foreign banks 

at the same time are reportedly willing to extend medium term loans 

to India for the purchase of equipment needed for the country's devel- 
opment. 
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